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INTRODUCTION
This case is on appeal from a Judgment in Interpleader
of the Third Judicial District Court.

In that action, Judge

Frederick denied Defendant/Appellant David Enzer ("Enzer") any
compensation for his twenty-two months of service as a
consultant and director to Plaintiff/Appellee L.A.
Entertainment, Inc. ("LAET") . In the proceedings below, and now
on appeal, Enzer asserts that, as a matter of law, he is
entitled to compensation for his services to LAET.

Enzer bases

his right to compensation on four different corporate
resolutions:

(1) Board of Directors Resolution dated May 3,

1991 (the "May Resolution"); (2) Board of Directors Resolution
dated June 14, 1991 (the "June Resolution"); (3) Revised Board
of Directors Resolution dated June 14, 1991 (the "Revised June
Resolution"); and (4) Board of Directors Resolution dated July
19, 1991 (the "July Resolution).1

Under each of these

resolutions, LAET approved the issuance of stock to its
directors and consultants, including Enzer.
The trial court determined that Enzer was not entitled
to compensation under either the June or July Resolutions.
Although the trial court voided those resolutions, it did so
only as to Enzer and not as to LAET's controlling shareholder,
Sherman Mazur ("Mazur"), LAET's current director, Daniel Lezak

1.

The four resolutions are included in Brief of Appellant, Addendum D-l
through D-4.
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("Lezak"), and LAET's attorney, Rowland W. Day.

In other words,

LAET successfully convinced the trial court to invalidate only
those portions of the May, June and July Resolutions which did
not directly benefit LAET's current directors, shareholders and
attorneys.
The trial court's invalidation of the May Resolution as
it relates to Enzer is particularly egregious.

Although the May

Resolution was a valid corporate resolution approved by LAET,
the trial court determined that the May Resolution was
superseded by the subsequent invalid agreements.

The trial

court also imputed the fraud, breach of fiduciary duty and
violations of the Articles of Incorporation that it had found
with respect to the June and July Resolutions to the May
Resolution.

Again, the trial court voided the May Resolution

only as to Enzer, leaving a nearly identical resolution awarding
compensation to Lezak intact.
Each of the trial court's determinative conclusions in
this case was erroneous as a matter of law and should,
therefore, be reversed.

In its brief to this Court, Enzer has

clearly outlined the legal theories that dictate a reversal in
this case.

However, rather than addressing Enzer's legal

arguments, LAET has attempted to confuse the issues.

LAET would

have this Court believe that the trial court's Factual Findings
are pivotcil in this appeal and that no legal questions exist.
LAET, however, has failed to adequately address the legal
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arguments presented by Enzer.

Additionally, LAET has failed to

address Enzer's assertion that the pivotal factual findings made
by the trial court are irrelevant to the legal issues that
govern this case.

In short, LAET has simply reasserted the

Findings of Fact and Conclusions of Law, offering no legal or
factual support for its conclusions.
Enzer therefore respectfully requests that this Court
overturn the decision of the trial court and award the proceeds
of the 469,500 shares of LAET stock which Enzer had sold, the
remaining 530,500 shares of LAET stock, and 250,000 options to
Enzer pursuant to the terms of the May Resolution.

Enzer

further requests that this Court declare the validity of the
June and July Resolutions, and order the award to Enzer of the
additional 2.25 million shares of stock to which he is entitled.
ARGUMENT
I.

LAET'S STATEMENT OF RELEVANT FACTS IS NOT
SUPPORTED BY THE RECORD.
LAET has presented a statement of facts peppered with

inaccuracies, speculation and statements virtually unsupported
by the trial record.

Moreover, LAET has provided this Court

with a series of facts which are completely irrelevant to the
proper resolution of this case.
First, LAET attempts to attribute a series of
unsupported and irrelevant "schemes" to Enzer.

In so doing,

LAET undertakes to cloud the issues by inventing a "fraudulent
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course of conduct" which is irrelevant to this action.

First,

LAET asserts that Enzer directed LAET's stock transfer agent to
place the majority of LAET stock in Enzer's name.
Appellee at 9.)

(Brief of

LAET fails to mention, however, that Enzer's

actions in that matter were dictated by Mazur as a means of
placing the stock in Holmby Capital Partners, a partnership in
which both Mazur and Enzer owned interests.

(Tr. 11:138-140.)

Further, LAET fails to note that Lezak also participated in that
transfer attempt.

Id.

Finally, LAET does not disclose that the

stock at issue in this litigation is completely unrelated to the
Holmby Capital Partners' stock.

Clearly, LAET's attempt to use

an incomplete description of an unrelated transaction to create
a "fraudulent course of conduct" is both misleading and
irrelevant to this lawsuit.
Second, LAET recites a fictional account of Enzer's
alleged alteration of his consulting agreement.
Appellee at 10.)

(Brief of

Notably, Enzer has made no claim to

compensation under the allegedly fraudulent bonus provision of
the consulting agreement.

Thus, any evidence regarding that

provision is irrelevant to the question of Enzer's entitlement
to the stock issued to him.

However, LAET not only presents

extensive factual background concerning the consulting agreement
and the irrelevant bonus provision, it also manufactures a
motive for Enzer's alleged actions.

See Brief of Appellee at 10

("No doubt with Marutaka in mind . . . " ) .
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Furthermore, LAET

relies on a duplicate copy of the consulting agreement and
simply ignores the fact that a separate signed original of a
consulting agreement exists that contains the very bonus
provision LAET claims is fraudulent in the duplicate copy.
(Tr. Ex. 3.)

Therefore, LAET again attempts to use a misleading

and incomplete description of the evidence to impute fraud to
Enzer.

LAET's continued attempt to taint Enzer's reputation

with conjecture and irrelevant evidence is of no consequence to
the proper resolution of this matter.

It is not necessary for

Enzer to marshall facts in opposition to irrelevant factual
determinations and this Court ought not be diverted from the
issues actually raised and litigated.
II.

THE ISSUES PRESENTED BY APPELLANT ENZER ARE
PROPERLY BEFORE THE COURT.
LAET's disingenuous tactics are best illustrated by its

assertion that the May Resolution was not sufficiently raised
below to allow consideration on appeal.

In support of its

contention, LAET asserts that the "pleadings that define and
govern this action" do not sufficiently mention the May
Resolution. (Brief of Appellee at 17.)

LAET has not, however,

advised this Court that at the commencement of trial, LAET
specifically acknowledged that the May Resolution was at issue.
Indeed, immediately prior to trial, counsel for LAET expressly
stated:
They never amended their pleadings to say we're
now relying upon these new documents [the May
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Resolution] as an additional basis for the
theories that we have advanced or for the
denials that we have made of your rights to
this stock. They have simply trotted it
forward in the trial brief, and I view that
inasmuch as those documents came forward in
discovery and I was aware of their existence
and took the time to review them, that that was
within the scope of what we accept under the
noticed fsic] pleadings standard, . . .
(Tr. 1:7) (emphasis added).

LAET's about face is completely

inconsistent with its position during the litigation of this
matter in which the parties litigated, and the trial court ruled
on, the validity of the May Resolution.

It is, however,

consistent with LAET's repeated attempts to take whatever
position it deems expedient notwithstanding its prior
commitments.
The May Resolution was one of several documents forming
the basis for Enzer's claim to compensation for his twenty-two
months of service to LAET.

It was a trial exhibit and the

subject of extensive testimony from both parties.
Q [By Mr. Olson] . . . What was your understanding
at the conclusion of those meetings as to how many
shares of stock were to go into whom with respect
to the meetings that are — say they're Calabasas,
you say they're in Hollywood, but they're the
subject of minutes that are Exhibits 131 and 132.
How many shares of stock was there to be?

A [By Mr. Lezak] One million shares was to go to
the company that I was affiliated with and two
million shares were to go to Holmby Capital of
which Mazur and Enzer were partners and they split
that one million apiece.
(Tr. 1:118.)
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Q
(By Mr. Manning) You agree this to be valid
corporate action at the time you made this
resolution contained in these minutes [Exhibits 131
and 132]; is that correct?
A.

Yes.

Q
And if I understand your testimony today that
had shares been issued precisely as stated in
Exhibit 131, it's your understanding that LAET
would have no basis to attack that issuance; is
that accurate?
MR. OLSON: Objection, your Honor, it calls
for speculation, lacks foundation, it's outside the
scope of my direct of Mr. Lezak.
THE COURT: Well, the witness has already
testified that Exhibit 131, in his judgment, was
something to which he had agreed and fairly
represents what he believed to have been a
resolution. To that extent, I think the evidence
is in. You've got the testimony from him. Beyond
that, Counsel, I think we are getting somewhat far
afield.
(Tr. 111:43-44.)2

Furthermore, in its Memorandum decision, the

trial court acknowledged that Enzer's claim to the impleaded
stock is based upon four Board of Directors Resolutions,
including the May Resolution.

(Memorandum Decision, p. 2.)

Finally, the trial court's Findings of Fact explicitly refer to
the May Resolution,

(Findings of Fact 19-20 (hereinafter "F")).

Additionally, the trial court's Conclusions of Law erroneously
state that the May Resolution was superseded by the June and
July Resolutions.

2.

(Conclusions of Law 11 (hereinafter "C")).

The May Resolution was the focus of a great deal of additional
testimony at trial. Sjee Tr. 1:14-15; 1:45-49; 1:68; 1:103; 1:109;
1:117-118; 1:150-157; 11:125-126; 111:11-12; 111:41-44; 111:83;
111:100-101.
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The trial court's Conclusions of Law also specifically find that
the May Resolution is void by reason of fraud and breach of
fiduciary duty.

(C. 18-19).

"When a matter is called to the

attention of the trial court by the pleadings, evidence,
motions, or appropriate requests for rulings, it is sufficiently
presented for review on appeal." See 4 C.J.S. Appeal and Error
§ 243 (1957).
LAET's argument that the May Resolution is not before
this Court flies in the face of its contrary position at trial,
ignores the extensive testimony and argument on this point and
ignores the judge's erroneous findings.

The May Resolution now,

and always, has formed part of the foundation of Enzer's claim
to compensation.

LAET accepted the May Resolution as part of

the pleadings in this case, it elicited testimony on that
subject, and it included the May Resolution in its Proposed
Finding of Facts and Conclusions of Law, which were adopted
nearly verbatim by the trial court.

LAET cannot now claim that

the issue is not properly before this Court.
III.

AT A MINIMUM, ENZER IS ENTITLED TO THE FULL
COMPENSATION PROVIDED UNDER THE MAY RESOLUTION.
LAET contends that the May Resolution is not an

appropriate issue for this appeal for only one reason.

Under

the relevant law, the May Resolution is a valid corporate
resolution, and undoubtedly entitles Enzer to 1,000,000 shares
of LAET stock and 250,000 options.

-8-

The trial court's

conclusions to the contrary are clearly erroneous. Likewise,
LAET's arguments are without basis in settled legal principles.
A.

The May Resolution Is Valid And Enforceable
And Cannot Be Invalidated By A Legally
Unsupported Allegation Of Fraud.

As noted above, Lezak fully acknowledges that he agreed
to the one million shares awarded to Enzer in the May
Resolution.

LAET is now attempting to seize upon an alleged

backdating to invalidate that resolution as it applies to Enzer,
but not to Lezak or Mazur.

LAET's assertion that the May

Resolution was backdated is not legally sufficient to support a
finding of fraud.

Indeed, LAET cannot establish fraud with

respect to the May Resolution as the required elements of fraud
simply are not present.

The California law upon which LAET

relies specifically requires that in order for the allegedly
defrauded party to prevail on a claim of fraud, that party must
be unaware of the misrepresentation made by the party accused of
fraud and the misrepresentation must be material.

Continental

Airlines Inc. v. McDonnell Douglas Corp.. 264 Cal. Rptr. 779,
784 (Cal. Ct. App. 1989) (Brief of Appellant, Addendum E-3.)
Although the evidence of when the May Resolution was actually
executed is in dispute, even accepting LAET's testimony as true,
Lezak readily admits that he was aware that the May Resolution
was backdated.

LAET's conduct further demonstrates conclusively

that the date of the resolution was not material.
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Thus, LAET's

argument t h a t the May Resolution was fraudulent i s c l e a r l y
without m e r i t .
F i r s t , Lezak was aware of the alleged backdating of the
May Resolution, and therefore cannot claim fraud under
California law.

Enzer t e s t i f i e d t h a t the May Resolutions were

approved in two separate meetings.

(Tr. 1:151-57.)

Lezak,

LAET's sole d i r e c t o r , t e s t i f i e d t h a t when he signed the May
Resolutions he believed t h e r e was only one meeting.
111:31.)

(Tr.

Furthermore, Lezak t e s t i f i e d t h a t although the

Resolution was dated May 7th, the meeting did not a c t u a l l y occur
u n t i l sometime in June.

Id.

If Lezak was aware of the f a c t s as

he believed them t o be when he signed the May Resolution, t h e r e
can be no fraud as LAET was fully aware of any alleged
misrepresentations.3

(See F. 2 0.)

Moreover, d e s p i t e LAET's

knowledge of the alleged misrepresentations, Lezak, on behalf of
LAET, signed the May Resolution because he considered i t a v a l i d
and enforceable corporate r e s o l u t i o n .

Consequently, LAET's

attempt t o i n v a l i d a t e the May Resolution on the b a s i s of fraud
cannot succeed.
Second, the alleged backdating i s not a material
misrepresentation t o LAET.

3.

If LAET were damaged by or even

L e z a k ' s knowledge of the a l l e g e d b a c k d a t i n g of the May R e s o l u t i o n w i l l
be imputed to LAET. See Lowe v. A p r i l I n d u s t r i e s . I n c . . 531 P.2d 1297,
1299 (Utah 1974) ("Knowledge of an e n t i t y i s imputed to i t from the
knowledge p o s s e s s e d by i t s o f f i c e r s and a g e n t s " ) ; Bates v. Cottonwood
Cove C o r p . . 441 P.2d 622, 624 (Nev. 1968) ( h o l d i n g t h a t an o f f i c e r or
d i r e c t o r ' s knowledge i s imputed t o the c o r p o r a t i o n ) .
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cared about the date recited in the May Resolution, those same
concerns should cause it to challenge the shares issued to Lezak
under the same resolution.

Rather than challenge such shares,

LAET awarded those shares and millions of additional shares
under similarly dated resolutions.

LAET's admitted conduct

demonstrates conclusively that the date of the resolution was
not material to it.

See Lezak7s October 4, 1991, fax to Day and

Jehu Hand in which he requests an additional 50,000 shares be
issued to him with a date of issuance of the first week to
April, 1991, thus keeping the "income statement impact . . . to
a minimum."

(Tr. Ex. 216) (Addendum Tab A.)

Because LAET is unable to prove fraud, LAET attempts to
manipulate the record to invalidate the May Resolution by
asserting that the May Resolution was part of a "fraudulent
course of conduct."

(Brief of Appellee at 29.)

However, as a

matter of law, LAET's argument necessarily fails. LAET's
allegations of fraud regarding the June and July Resolutions,
and the trial court's acceptance of those allegations, do not
invalidate the May Resolution.

Indeed, if the June and July

Resolutions are fraudulent, Enzer is clearly entitled to the
compensation under the May Resolution.

Additionally, the

alleged falsification of a bonus provision in the consulting
agreement is of no consequence to the force of the May
Resolution.

In this case, LAET had the burden to show that each

and every resolution which provided for Enzer's compensation was
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procured through fraud.

LAET cannot, as a matter of law,

satisfy its burden to show that the May Resolution was
fraudulent.

Consequently, Enzer is entitled to the full

compensation provided under the May Resolution.

This obvious

result cannot be avoided by LAET's allegation that other
documents at issue in this case were fraudulent.

Nor can it be

avoided by manipulating the record to create fraud that did not
exist.
B.

The Trial Court's Conclusion That The May
Resolution Was Superseded Bv The Subsequent
Resolutions Is Erroneous.

In an apparently desperate attempt to deny any
compensation to Enzer under the May Resolution, LAET advances
the entirely illogical and unsupported conclusion that the valid
May Resolution was superseded by the allegedly fraudulent June
and July Resolutions.

The trial court used LAET's conclusion

that a void resolution can supersede a valid one as the basis
upon which to avoid awarding Enzer compensation under the May
Resolution.

(C. 11.)

As demonstrated in Enzer's brief to this Court, LAET's
conclusion, and the trial court's acceptance of that conclusion,
is without support in settled legal precedent.

LAET does not

respond to Enzer's authority that a subsequent fraudulent act
does not supersede a prior valid one.

Instead, LAET argues that

it did not act on the May Resolution.

However, LAET acted on
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the May Resolution when it brought this action claiming Enzer
was awarded more shares than Lezak agreed to in the May
Resolution.

LAET cannot have it both ways.

LAET agreed to

award Enzer at least 1,250,000 shares as reflected in the May
Resolution.
shares.

It subsequently awarded and issued Enzer 3,500,000

Awarding additional shares does not negate the award of

fewer shares pursuant to the May Resolution.
C.

LAET Cannot Invalidate The May Resolution
On The Ground That Its Board Had Fewer Than
The Required Members Because LAET
Repeatedly Ratified The Ability Of The
Insufficiently Constituted Board To Act.

In addition to alleging factually insupportable fraud,
LAET claims that the May Resolution is invalid because when it
was passed the LAET Board of Directors had fewer than the three
members required by LAET's Articles of Incorporation.
Additionally, LAET claims, and the trial court accepted, that
stock issued by an insufficiently constituted board is void per
se as an ultra vires act.

LAET's argument, and the trial

court's ruling, is flawed for two reasons.
tfirst, Nevada statutory law negates LAET's contention.
Apparently having recognized the impracticability of LAET's rule
which invalidates all corporate acts undertaken by an
insufficiently constituted board, the Nevada Legislature
specifically addressed the situation as follows:
No limitation upon the business purposes or
powers of the corporation or upon the powers of
the stockholders, officers or directors, or the
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manner of exercise of such powers, contained in
or implied by the articles shall be asserted as
between the corporation and any third person.
Nev. Rev. Stat. § 78.135.2 (1991).

In this case, therefore,

LAET cannot accept the benefit of Enzer's twenty-two months of
service to the corporation and then refuse to remit payment on
the basis that when the contract was entered, the Board had less
than the required number of members.
Second, even if Enzer did not have the benefit of the
Nevada statutory provision cited above, LAET cannot deny Enzer
the payment to which he is entitled.

LAET repeatedly ratified

the ability of its insufficiently constituted Board to conduct
business on behalf of the Company.
For example, LAET continued to do business and engage
in numerous transactions long after the number of directors fell
below three.

In addition to doing business, it issued stock

pursuant to an S-8 to its consultants, officers, lawyers,
directors and shareholders.

Moreover, despite the prohibition

against a one-member Board, LAET entered into a contractual
agreement not to increase its Board to more than one director.
(Tr. 1:31-33.)

Despite the violation of its Articles of

Incorporation upon which LAET now seizes with respect to Enzer,
it continues to engage in business.

By each of these actions,

LAET ratifies the ability of the insufficiently constituted
board to act on behalf of the company.
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LAET argues that Judge Frederick excluded evidence of
ratification by acts subsequent to Enzer's termination, thus
precluding Enzer from demonstrating to this Court that LAET
ratified the issuance in question.

The trial court's attempts

to exclude Enzer7s evidence of ratification demonstrate the
lengths to which the trial court went in order to defeat Enzer's
claim.

Evidence of ratification is clearly admissible and

appropriate and it was error for the court to exclude it.
However, the fact that the trial court erroneously excluded some
clearly appropriate evidence does not preclude this Court from
considering the overwhelming evidence of ratification which
Enzer was able to have admitted.
Although Enzer was severely hampered by the trial
court's rulings, Enzer did manage to have admitted adequate
evidence to demonstrate ratification.

For example, LAET's 1992

10-K discloses the following actions by LAET based on the vote
of its sole director:

Investment of 4,838,710 shares to acquire

interest in Contemporary Resources; investment of $1.4 million
of stock to acquire interest in Enviro Trading; investment in
Greater Indemnity Holdings, Inc.; investment in Lucky Chance
Mining Company, Inc., a Lezak related entity; and execution of
at least eight different consulting agreements.

(Tr. Ex. 103 at

pp. 4-11; 33-36; 39-41; F/12-F/16; F/18- F/21) (Addendum B.)
addition, Exhibits 216, 217 and 218 demonstrate the repeated
manner in which LAET has issued stock to insiders and to third
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In

party providers of services based upon the vote of LAET's sole
director, Lezak,

In many of these instances stock was reported

as issued on a date earlier than the date it was actually
issued.

(Tr. Ex. 216.)
LAET continuously and repeatedly ratified the ability

of its improperly constituted board to issue stock to directors,
lawyers, consultants and shareholders.

In addition to the

3,650,000 shares issued to Lezak, Mazur and Day under the
allegedly fraudulent May, June and July Resolutions, LAET issued
an additional 8.7 million shares to Mazur and Lezak or to their
affiliated companies for their services/

(See Tr. Ex. 103 at

pp. 4-11; 26-27; 33-36; 39-41; F/12-F/16; F/18-F/21.)

In

addition to the above evidence of LAET's continued ratification
of the ability of a single director to authorize stock for other
directors and consultants, there is ample evidence that LAET
ratified the four corporate resolutions at issue.

Under each of

the four resolutions someone besides Enzer was compensated.
(Tr. Exs. 131, 132, 150, 173.)

Despite allegations of fraud,

backdating, breach of fiduciary duty, and violation of the
Articles of Incorporation, LAET has never challenged the rights
of Lezak, Mazur or Day to retain the benefits conferred upon
them by the May, June and July Resolutions.

4.

LAET issued approximately 3.7 million shares to Lezak or to the
companies he controls upon the vote of Lezak acting as sole director.
He, of course, is not disinterested with respect to those transactions.

lfi

LAET argues that LAET can affirm the portions of those
resolutions conferring benefits on Lezak, Mazur and/or Day, but
can, at the same time, invalidate the portions awarding
compensation to Enzer.

In other words, LAET seeks to seize upon

alleged violations of corporate formalities to deny Enzer
compensation while claiming that those same alleged violations
are immaterial as to Lezak, Mazur and a host of others in much
more significant transactions than the shares issued to Enzer.
LAET's argument that LAET is at liberty to repudiate contracts
or portions of contracts at its whim is absolutely illogical and
without legal support.

Under LAET's argument, any corporation

could operate with an improperly constituted board, and then
repudiate contracts once the benefits were obtained.
forbids such a result.

Nevada law

Indeed, under well-established Nevada

law, LAET's ratification of a portion of a resolution acts as a
ratification of the whole.

See Federal Mining & Engineering Co.

v. Pollack, 85 P.2d 1008 (Nev. 1939) (Brief of Appellant,
Addendum E-4.)

LAET's repeated affirmation of actions by an

improperly constituted board and repeated payments to its
directors are a ratification of such acts, constitute a waiver
or estop LAET from seizing upon such defects to the detriment of
one now in LAET's disfavor.

See William Meade Fletcher, 7

Fletcher Cvc. Corp. § 3007 at p. 136 (1988) ("It is well-settled
that provisions in the articles . . . of incorporation providing
for manner of executing corporate instruments . . . may be
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waived"); Schraft v. Leis. 686 P.2d 865, 872 (Kan. 1984) (Brief
of Appellant, Addendum F-5.)
Finally, in a last attempt to invalidate the May
Resolution, LAET argues that Enzer's twenty-two months of
service conferred no benefit to LAET, and therefore denying
Enzer all compensation for his service is proper.

In making

this assertion, LAET ignores the findings of fact that it
prepared and that the trial court accepted.

For example, the

trial court's Findings state that Enzer acted as an attorney for
LAET, gave LAET advice on legal matters, and prepared legal
documents on behalf of LAET.

(F. 10.)

Further, the trial

court's Findings specifically state that from January 22, 1991,
though September 26, 1991, Enzer was actively involved in the
operations of LAET while Lezak had only limited involvement.
(F. 14.)
Moreover, during his trial testimony, Enzer described
his services for LAET in detail.
1:153.)

(Tr. 1:133-134; 1:141-144;

Further, James Kolitz, former president of LAET,

testified that Enzer's services were valuable to LAET.
11:161-62.)

(Tr.

In addition, there is ample evidence to show what

LAET had to pay others for comparable services.

As discussed

above, contemporaneously with the shares issued to Enzer, LAET
awarded 3,250,000 shares to Lezak and Mazur for their services
to LAET as director (Lezak) and consultant (Mazur).

Further, in

apparent recognition of the very thin market for LAET stock and
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the legal restrictions on trading by insiders LAET has had, LAET
continues to award enormous numbers of shares to obtain services
of directors, attorneys and consultants.

For example, in 1992,

it awarded the following shares:
Elaine Melnyk
Vice President

15,000 shares (bonus)

Larry Trusty
Former President

20,000 shares (bonus)

CD Financial, Inc.
Director and Officer
Shares (Lezak)

2,625,000 shares

CD Management
Director and Officer
Shares (Lezak)

750,000 shares

Lezak Group, Inc.
Consulting Services

3 33,33 3 shares

Sherman Mazur
Consulting Services

5,000,000 shares

M.H. Meyerson Co., Inc.
Consulting Services

100,000 shares

Outside Attorneys
Legal Services

46,200 shares

See Tr. Ex. 103 at pp. 4-11; 26-27; 33-36; 39-41; F/12-F/16;
F/18-F/21.
Consequently, LAET's contention that Enzer's services
were not worth the value assigned under the May Resolution is
without merit.

Similarly, LAET's assertion that it received no

benefit from Enzer's services is equally baseless.

In light of

the evidence of Lezak7s agreement to the number of shares
authorized, Enzer's extensive contributions to LAET, and the
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overwhelming evidence of the numbers of shares LAET had to issue
to others for such services, LAET's arguments do not affect
Enzer's right to compensation under the May Resolution.
IV.

ENZER IS ENTITLED TO THE COMPENSATION
AUTHORIZED BY THE JUNE AND JULY RESOLUTIONS.
In addition to the shares awarded in the May

Resolution, Enzer is entitled to recover the additional shares
granted him under the June and July Resolutions.

The relevant

legal standard upon which the trial court must base its finding
of fraud is clear and convincing evidence of fraud.

Hidenes v.

Whitney, 697 P.2d 932, 933-34 (Nev. 1985); Mikkelson v. Quail
Valley Realty, 641 P.2d 124, 126 (Utah 1982); see also Topaz
Mutual Co. v. Marsh, 839 P.2d 606, 609 (Nev. 1992) ('"clear and
convincing evidence7 and not 'preponderance of the evidence' is
the correct burden of proof with respect to [a] fraud claim");
Territorial Savings & Loan Ass'n v. Baird, 781 P.2d 452, 462
(Utah Ct. App. 1989).

LAET's evidence of fraud is limited to

Lezak's testimony that he did not agree to the documents he
repeatedly signed.

After he became aware of the alleged

discrepancy in the amount of stock authorized, Lezak allowed
LAET's 10-K and other public documents to be filed, all of which
reflected the allegedly fraudulent stock issuances.

LAET's

evidence is either legally irrelevant or so contradicted by its
own actions that it must be disregarded.

-20-

Consequently, Enzer is

entitled to the additional 2,500,000 shares authorized under the
June and July Resolutions.
First, as a matter of law, LAET cannot meet its burden
to prove that the June and July Resolutions were fraudulently
procured.

As discussed above, the trial court's finding of

fraud with respect to bonus provision in a duplicate copy of a
consulting agreement is irrelevant to the validity of the June
and July Resolutions.

Enzer makes no claim to compensation

pursuant to the allegedly fraudulent bonus provision.
Furthermore, there is a separately signed original consulting
agreement with exactly the same terms as the consulting
agreement found to be fraudulent.

(See Tr. Ex. 3.)

There is no

evidence that this agreement was fraudulent.
Second, LAET has not shown that each of the legal
elements required to uphold a finding of fraud is present in the
current action.

An essential element of fraud is that a party

who claims to have been defrauded must prove "justifiable
reliance upon the representation."

Lubbe v. Barba, 540 P.2d

115, 117 (Nev. 1975); see also Kahn v. Shiley, Inc., 266 Cal
Rptr. 106 (Cal. Ct. App. 1990).
prove justifiable reliance.

As a matter of law, LAET cannot

LAET had the opportunity to inspect

each of the allegedly fraudulent documents prior to executing
them.

Nonetheless, LAET now argues that it could justifiably

rely on a series of documents that it chose to sign but not to
read.

Despite LAET's illogical contentions, the trial court's
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finding of fraud cannot be upheld as the record is devoid of any
evidence of justifiable reliance.
For example, on June 14th, 1991, Lezak executed the
June Resolution.

According to the testimony of Jehu Hand,

LAET's attorney, Lezak signed the June Resolution when Enzer was
not present.

(Tr. 11:152-57.)

Additionally, Lezak executed the July Resolution on
July 19, 1991, outside of Enzer's presence at the offices of
LAET's auditors.

(Tr. 1:83-4; Tr. Exs. 173.)

According to

Lezak's testimony he signed the July Resolution despite the fact
that a portion of the document was missing.

Id.

Moreover, he

signed the July Resolution without inquiring into its contents
or requesting a complete copy.

(Tr. 1:83-88.)

The documentary

evidence is clear that the entire document was available to
Lezak when he signed it.

(Tr. 83-88; Tr. Exs. 173-176.)

On the

same day that Lezak signed the July Resolution, he also signed
LAET's SEC Form 10-K, which reflected the 3.5 million shares
issued Enzer in numerous places.

(Tr. Ex. 7.)

Lezak testified

that he learned of a discrepancy in the Resolution on July 19,
1991.5

(Tr. 1:88-89.)

Notwithstanding the alleged discrepancy,

Lezak allowed the 10-K to be filed two weeks later, knowing that
it would address the stock issuance.
prompt filing of that very 10-K.

5.

He even encouraged the

(See Tr. 1:89-91; Tr. Ex. 7.)

Notably, in his affidavit of November 7, 1991, Lezak swore that he did
not learn of the discrepancy until September, 1991. (R. 202.)
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Finally, Lezak received numerous documents referring to
the stock issued to Enzer under the June and July Resolutions.
He received, at least as early as July 29, 1991, draft versions
of the 10-K that reflected the issuance of stock to Enzer,

(See

Tr. Ex, 183; Tr. 1:93.) On August 5, 1991, Lezak received an
"as filed" copy of the 10-K at his home.

(Tr. Ex. 193.)

Additionally, the 3.5 million shares issued to Enzer under the
May, June and July Resolutions were disclosed in the SEC
Schedule 13D and in forms prepared by Jehu Hand, each of which
was sent to LAET and filed with the SEC.

(Tr. Ex. 191, 200).

In sum, LAET has not provided any concrete evidence
which would legally negate Enzer's right to compensation under
the June and July Resolutions.

Conversely, Enzer has succinctly

outlined the alternative legal grounds which validate the June
and July Resolutions.

First, LAET has failed to prove, by clear

and convincing evidence, that the June and July Resolutions were
fraudulent.

Specifically, LAET has presented no evidence of

justifiable reliance.

Instead, LAET has relied only on the

trial court's finding that Enzer engaged in fraud in the
creation of the consulting agreement.

LAET's assertion of fraud

with respect to one copy of the consulting agreement, however,
is irrelevant to Enzer7s right to compensation under the June
and July Resolutions.

Additionally, as discussed above, LAET

has repeatedly ratified the June and July Resolutions and is
therefore estopped from asserting their invalidity.
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Thus, this

Court should award Enzer the 2,500,000 shares authorized by the
June and July Resolutions.
CONCLUSION
Through allegations of fraud and misrepresentation as
well as breach of fiduciary duty and violation of the Articles
of Incorporation, LAET convinced the trial court that Enzer is
not entitled to any compensation for the twenty-two months of
work he provided to LAET.

In so doing, LAET convinced the trial

court that it should deny Enzer compensation not only under the
June and July Resolutions, but also under the May Resolution.
The trial court's holding, however, is incorrect as a matter of
law.
Therefore, Enzer respectfully requests that this Court
overturn the decision of the trial court, and award Enzer the
proceeds of the 469,500 shares of LAET stock sold, the remaining
530,500 shares of LAET stock, and 250,000 options pursuant to
the terms of the May Resolution.

Enzer further requests that

the Court declare the validity of the June and July Resolutions,
and award Enzer the additional 2.25 million shares of stock to
which he is entitled under the June and July Resolutions.
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BU6XMEM

Generalr
L. A. Entertainment# Inc. (the "Company") vas incorporated
under the lavs of the State of Nevada on Xay 2, 1984. The
Company maintains its principal business and executive offices at
2121 Avenue of the Stars9 Suite 2450, Los Angeles, California
90067, telephone (310) 277-8942.
The Company's primary business is as a capital management
company which concentrates on identifying, financing and
acquiring controlling interests in undercapitalised, emerging
growth companies. Bach such investment is expected to either be
or ultimately result in individual public companies in order to
directly benefit the Company's shareholder base through asset
growth and dividend distributions.
During the years ended March 31, 1992, 1991 and 1990, the
Company was primarily engaged in the business of operating
concessions for the rental of pre-recorded video cassettes,
primarily in supermarkets located in the States of Washington and
Oregon* Effective March 31, 1992, the Company decided to
discontinue the supermarket concession portion of its video
cassette rental business. The Company expects to complete the
termination of the concession operations by October 1992*
However, the Company expects to continue to operate its one
stand-alone retail video cassette rental location in Seattle,
Washington.
As of March 31, 1992, the Company's continuing operations
consisted of the following:
(1)

One stand-alone retail video cassette rental location
in Seattle, Washington (see "Video Cassette Rental
Business11 below).

(2)

51% controlling interest In Contemporary Resources,
Inc. (see "Investment in Contemporary Resources, Inc.*
below)•

Subsequent to March 31, 1992, the Company acquired interests
in the following businesses:
(1)

70% controlling interest in Knviro Trading, Inc. (see
"Investment in Enviro Trading, Inc.11 below).
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(2)

40% controlling interest in Greater Indemnity Holdings,
Inc. (see "Investment in Greater Indemnity Holdings,
Inc." below).

(3)

Approximate 60% controlling interest in Lucky Chance
Mining Company, Inc., a public company which acquired
Contemporary Resources, Inc. effective June 30, 1992
(see "Investment in Lucky Chance Mining Company, Inc."
below).

Video Cassette Rental Business:
The Company's one retail store in Seattle, Washington stocks
approximately 4,500 prerecorded video cassettes for rental, which
are rotated on a regular basis.
The Company purchases its prerecorded video cassettes for
rental from various suppliers* Subject to available capital
resources, the Company will consider the addition of freestanding retail stores in the Seattle area, as they can be
capitalized and operated at a reasonable cost and have a short
development phase.
The video cassette rental business is extremely competitive?
with the Company's retail store competing against both national
chains, locally-owned stores, and rental locations within record
stores, drug stores and supermarkets. The national chains in
particular are significantly better capitalized than the Company.
The Company competes on the basis of the number and quality of
its video cassette inventory, the level of service provided, and
the location of its store. The video cassette rental business in
general competes against various other leisure activities,
including broadcast and cable television, movie theaters and
sporting events. As of March 31, 1992, the Company had three
full-time and eight part-time employees in the Seattle,
Washington store.
Investment in Contemporary Resources, Inc.:
Effective March 31, 1992, the Company acquired a 51% equity
interest in Contemporary Resources, Inc., a California
corporation ("CRI"), fro* First Colonial Ventures, Ltd., a
publicly-held Utah corporation ("PCVL"). The Company
accomplished this acquisition by forming a new wholly-owned
subsidiary. Turbo, Inc., a Nevada corporation ("Turbo"), and
capitalising it with $1,500,000 in the form of 4,838,710 shares
of the Company's newly-issued restricted common stock at the fair
market value of $.31 per share. Turbo issued a $500,000 note
with interest at 10% # payable on demand, to PCVL. In conjunction
with this transaction# PCVL granted a security interest in the
$500,000 note to CRI to secure intercompany debt of approximately
$500,000 payable by PCVL to CRI.
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On May 22, 1992, FCVL liquidated its $500,000 debt to CRI by
assigning the $500,000 note to CRI. The Company has agreed to
register the 4,838,710 shares of conon stock by December 31,
1992; should the Company not complete the registration by such
date, CRI and FCVL have the right to automatically rescind the
transaction with the Company.
CRI supplies specialty items, including glassware, china,
flatware, toiletries, amenity kits and disposables to the airline
industry for first and business class patrons, and to the hotel
and cruise industries. CRIrs operations are located adjacent to
Los Angeles International Airport and its customers include the
major domestic airlines and various hotels and cruise lines. CRI
had sales revenues of approximately $5,239,000 for the year ended
December 31, 1991. CRI's sales and purchases generally are
highly concentrated. During the year ended December 31, 1991,
CRI had sales to two customers, which represented 49% and 30% of
total sales, respectively. During the year ended December 31,
1991, CRI had purchases from one supplier, which represented 81%
of inventory purchases.
Typically, CRI negotiates a sales contract with each
customer. These contracts specify the delivery dates for the
ensuing year. After CRI has entered into these contracts, CRI
then negotiates a contract of a like-term with its suppliers
containing delivery dates that generally correspond to the dates
on which CRI is to supply the products to its customers. CRI
imports its products from suppliers in Japan, Korea and Taiwan.
Purchases are generally made by letters of credit.
CRI operates in a highly competitive industry against
competitors of various sizes, most of which are larger and better
capitalized than the Company.
As of March 31, 1992, CRI employed ten individuals on a
full-tine basis in administrative and accounting capacities.
On January 31, 1992, the Federal Deposit Insurance
Corporation ("FDIC") seized the bank that provided CRI9s line of
credit, and subsequently froze the line of credit at $1,491,000.
CRI is currently negotiating to obtain replacement bank financing
to finance its operations and anticipated growth.
Investment in Enviro Trading, Inc.:
Effective July 2, 1992, the Company acquired an effective
70% equity interest in Enviro Trading, Inc., a California
corporation (•Enviro11). The Company accomplished this
transaction by forming a new subsidiary, EHI, Inc., a California
corporation ("EHI"), in which the Company acquired its 70%
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interest in Enviro in exchange for $1.4 Million of callable, nonvoting preferred stock of EHI. The preferred stock is callablo
based on certain conditions through June 1997.
Enviro is engaged in the redemption and recycling of metals,
glass, and plastics in a facility located in Southern California
under license from the State of California. Enviro currently has
thirteen employees.
Waste management has become a multi-billion dollar industry,
which is expanding into recycling, due to rapidly dwindling
landfill capacity nationwide. Enviro is developing plans to
establish a network of satellite redemption centers throughout
the State of California and plans to add one or more recycling
plants. The State of California has recently enacted legislation
requiring the recycling of 25% of waste aluminum cans, glass and
plastic by the year 1995, another 10% by 1997, followed by
another 15% by the year 2000. Similar recycling regulations are
taking effect or are expected to take effect in many other states
and municipalities nationwide. Success in California could
result in other areas following California's lead. Enviro ham
been approached by several other communities seeking to start
recycling centers in their respective areas.
Investment in Greater Indemnity Holdings, Inc.:
During September 1992, the Company acquired a 40% equity
interest in Greater Indemnity Holdings, Inc., a Delaware
corporation ("GIH"). The Company accomplished this acquisition
by forming a new wholly-owned subsidiary, Western States
Holdings, Inc., a Nevada corporation ("Western"), which purchased
100% of the Series B common stock of GIH, which is convertible on
a fully diluted basis into a 40% equity Interest in GIH, in
exchange for which Western issued $4 million of its nonconvertible, non-redeemable modified preferred stock with a
dividend of 7.25% per annum. The Company also issued 5,400,000
shares of its Class B preferred stock with a value of $5.4
million as a surplus capital contribution to GIH's operating
subsidiary. The Class B preferred stock is non-voting, and
convertible commencing August 26, 1997, into shares of the
Company's common stock at the fair market value at that date.
GIH1s operating subsidiary, Greater Indemnity and Casualty
Insurance Company, Ltd., a Turks and Caicos Islands, British West
Indies corporation ("G1CIC"), is an underwriter of casualty
automobile insurance in the State of California. The Company has
an exclusive agency relationship with a surplus lines broker in
San Diego, California.
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GICIC was formed in December 1991 , and with the Company's
$5.4 million surplus contribution, has the capacity to underwrite
approximately $60 million of insurance premiums on an annual
basis• GIH has seven employees.
In an attempt to lower premium costs for automobile
collision coverage, CIR has contracted with a group of twentynine auto body repair shops in California to provide collision
repair to GIH's insureds. This new approach at controlling costs
is gaining Increasing acceptance in the casualty insurance
industry.
Investment in Lucky Chance Mining Company, Inc.:
Effective June 30, 1992, PCVL and the Company sold their
aggregate 100% equity interest in Turbo for an 80% equity
interest in Lucky Chance Mining Company, Inc., a publicly-held
Arizona corporation ("Lucky"), and Turbo became a wholly-owned
subsidiary of Lucky. The Company thus acquired a 41% effective
ownership interest in CRI. Turbo had acquired 100% of the
capital stock of CRI effective March 31, 1992 (see "Investment in
Contemporary Resources, Inc." above). Lucky filed a voluntary
petition for reorganization under Chapter 11 of the U.S.
Bankruptcy Code on August 22, 1989, and operated as debtor-inpossession. Lucky confirmed its Second Amended Plan of
Reorganization on June 8, 1992, and the Order Confirming Debtor's
Second Amended Plan of Reorganisation was entered by the
Bankruptcy Court on June 17, 1992. In conjunction with this
transaction, the Company provided $500,000 of additional
financing to Turbo in the form of 2,285,715 shares of the
Company's newly-issued restricted common stock at the fair market
value of $.22 per share, and received newly-issued shares of
common stock of Lucky, thus increasing the Company's effective
equity interest in Lucky to approximately 60%.
Daniel Leiak, the Company's President and Director, was
Lucky1s President and controlling shareholder from July 1989
through June 30, 1992. Murray Goldenberg, the President of CRI
and PCVL, was appointed the President of Lucky. Lucky
subsequently changed its name to Turbo, Inc. and its state of
incorporation from Arizona to Nevada.
Karutaka Transaction:
On August 2, 1991, the Company entered into an Amendment to
the Stock Purchase Agreement (the "Agreement") with Hajime Wada
("Seller") and Karutaka Co., Ltd. ("Marutaka"), to amend the
Stock Purchase Agreement dated June 27, 1991. The Agreement
contemplated that the Company would acquire 100% of the capital
stock of Marutaka in exchange for 5,000,000 shares of the
Company's common stock and shares of the Company's Series B
preferred stock such that upon conversion, the Seller would own
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52% of the issued and outstanding common stock of the Company,
after giving effect to the exercise of all stock options and
warrants outstanding, the conversion of the Series A preferred
stock, and the aforementioned 5,000,000 shares of common stock.
The Series B preferred stock had the right to elect a majority of
the board of directors, and bad certain voting rights and
conversion privileges. Pursuant to the Agreement, at the "First
Closing" In September 1991^ the 5,000,000 shares of common stock
were issued into an escrow account. Karutaka is principally
engaged in the leisure, entertainment and real estate Industries
in Japan.
In May 1992, the Seller and Karutaka unilaterally terminated
the Agreement with the Company. Management of the Company is
currently reviewing and analyzing its options with regard to
protecting and enforcing Its rights under the Agreement, which
may Include litigation against Karutaka and the Seller. The
Series B preferred stock was never issued to Marutaka.
Consulting Agreements:
In conjunction with the development of the Company's
business as a capital management company (see "GeneralM above)!
the Company has instituted policy of retaining consultants to
assist management in the development and operation of its
business. A summary of such consulting agreements is as follows:
Josepthal Lvon t Ross Incorporated (»Jm«l - Effective April
1, 1992, the Company entered Into an agreement with JLR for
corporate finance consulting and financial advisory services for
a period of five years at a fee of $10,000 per month. The
agreement also provides for various success fees for financing
and merger and acquisition transactions ranging from 2% to 5%.
The agreement can be terminated by either party on thirty days
prior written notice after August 31, 1992. In conjunction with
this agreement! the Company Issued warrants to purchase lf000,000
shares of its restricted common stock at a exercise price of $.25
per share, the fair market value on the date of issuance. The
warrants are exercisable for a period of five years commencing
October 1, 1992.
Th* Wall $treet group, Ih<?t fWSS*) - Effective June 20,
1991, the Company entered into an agreement with WSG for
financial public relations for a period of one year at a fee of
$5,000 per month. The agreement can be terminated by either
party on ninety days written notice. In conjunction with this
agreement, the Company issued an option to purchase 256,000
shares of the Company9s restricted common stock at $.39 per
share, the fair market value on the date of issuance. The option
has certain piggyback registration rights. Should the agreement
be renewed for additional one year periods, the Company will be
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obligated to issue additional warrants representing as many
shares as could be purchased for $100,000, based on the fair
market value of the common stock on the annual renewal date.
During the year ended March 31, 1992, ffSG received 147,200 shares
as payment for fees and expenses, which were valued at $50,000,
based on the fair market value of the common stock on the date of
issuance! and had prepaid compensation of $12,500 at March 31,
1992.
M. H. Meverson t Co.. Inc. fl«M"l - Effective June 19,
1991, the Company entered into an agreement with MHM for
j
Investment banking and consulting services for a period of six
V
months. During the year ended Karch 31, 1992, MHM was Issued
100,000 shares of common stock which were valued at $ ^ 5 0 0 , v
based on the fair market value of $.125 per share7~£n
consideration for services rendered. MHM was also granted stock
options to purchase 1,000,000 shares of the Company's restricted
common stock at a exercise price of $.25 per share, the fair
market value on the date of issuance. The options and underlying
shares have certain piggyback registration rights commencing
December 19, 1992, and for an eighteen month period thereafter.
On March 30, 1992, the agreement was extended for a period of two
years from such date, and the Company issued to MHM warrants to
purchase 500,000 shares of the Company's restricted common stock
at an exercise price of $.25 per share, the fair market value on
the date of issuance.
Boulder 91 Com./Jeffrey Wattenbero f"Boulder/JW«l Effective August 25, 1992, the Company entered into an agreement
with Boulder/JW for investment banking and financial services for
a period of five years. Boulder/JW was granted three common
stock purchase warrants, each warrant entitling the holder to
purchase 1,000,000 shares of common stock, exercisable commencing
one year, two years, and three years, respectively, from August
25, 1992. In addition, the Company is obligated to issue
Boulder/JW tip to an additional 1#000;00O^ shares-based oa certain
performance criteria. During August and September 1992,
Boulder/JW was issued-500? OOtfshalfeT^^
finder's fees related to the Company's investments in CRI and
Enviro, respectively (see "Investment in Contemporary Resources,
Inc." and "Investment in Enviro Trading, Inc." above). The
500,000 shares issued with respect to the CRI transaction were
recorded effective March 31, 1992, and were valued at $140,625
based on the fair market value of the common stock on Karch 31,
1992.
Sherman Maiur - Effective January 14, 1991, the Company
entered into a consulting agreement with Sherman Masur for
various financial and merger and acquisition services on a monthto-month basis at a fee of $200 per month. In addition, Mr.
Mazur is entitled to a success fee for completed transactions,
ranging from 1% to 5%, payable at his option in cash or common
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stock, based on the value of assets acquired. Mr. Mazur received
5,000,000 shares of the company's ccnoon stock under this
agreement as a result of the "First Closing* of the Martitaka
transaction, which were valued at $1,875,000, based on the fair
market value of $.375 per share (see *Marutaka Transaction*
above, "ITEM 12. SECURITY OWNERSHIP OP CERTAIN BENEFICIAL OWNERS
AMD MANAGEMENT11 and "ITEM 13. CERTAIN REIATIOHSHIPS AND RELATED
TRANSACTIONS"). During December 1991, Mr. Kazur was indicated
for bankruptcy fraud and money laundering. During August 1992, a
superceding indictment was issued for additional counts of
bankruptcy fraud and tax fraud.
Lezak Group. Inc. C L G I M - Effective April 1, 1991, the
^~/*-^-#/*3
Company entered into a consulting agreement with LGI for various A / c ^ * k ^
financial consulting services for a period of three months# and
on a month-to-month basis thereafter* LSI received a consulting
fee of $20,000, which vas paid by the issuance of 333,333 shares
of common stock at the fair market value of $.06 per share.
,^
Effective July 16, 1991, the Company borrowed from LGI
fi
$400,000 under a secured line of credit, with interest at 12%
payable monthly, and due in full on January 15, 1993.

'^
^S^/f
^"^

LGI is a public company, of which Daniel Lezak is a founder
and major shareholder. Adele Kaplan, the sister of Sherman
Mazur, is the sole trustee of California Equities Investment
Trust ("CEIT"), an irrevocable family trust, the beneficiaries of
which are Mr. Mazur's minor children. CEIT became the
controlling shareholder of LGI during March 1992.
C. D. Financial. Inc. l«CDF«l - Effective April 1, 1991, the
Company entered into a consulting agreement with CDF for various
financial and merger and acquisitions services for a period of
two years, at a fee of $7,500 per month. The agreement can be
terminated by either party upon thirty days written notice. The
monthly fee is payable in shares of the Company's common stock at
the fair market value of $.06 per share on April 1, 1991. Daniel*
Lezak, the President and Director of the Company, is the general
manager of CDF. Mr. Leeak has represented to the Company that
*
neither he nor his immediate family have any direct or indirect ,-*
financial interest in CDF or have the power to vote or dispose of
.
the shares of the,Conpany's common stock issued to CDF. JDuring /
\Q<$
the year ended March 31, 1992, CDF received 1,500,000 shares
^ ^ >> ^
under this agreement, which were valued at $90,000. In addition,——-—r"~"
CDF recelved-775,00<K shares as abonus-for services rendered, and
c^^^LJ*
350,000 shares as a finder's fee related to the CRI acquisition
*-*** ^
(see "Investment in Contemporary Resources, Inc." above), which
were valued at $354,250 and $98,438, respectively, based on they
fair market value of the common stock on the date of issuance.

r^fe •

C. D. Management. Inc. f«CDM«l - Effective May 22, 1991, the
Company entered into a consulting agreement with CDM for various
financial and mergers and acquisitions services for a period of
three years* The agreement can be terminated by either party
upon thirty days written notice. The CBN agreement required the
payment of $75,000 and such additional amounts as may be mutually
agreed upon, payable in shares of the Companyfs oommon stock at
the fair market value of $.10 per share on May 22, 1991. Daniel
Lezak, the President and Director of the Company, is the general
manager of COM. Mr. Lezak has represented to the Company that
neither he nor his immediate family have any direct or indirect
financial interest in COM or have the power to vote or dispose of
the shares of the Company's common stock Issued to CDM. During
the year ended March 31, 1992, CDM received 750,000 shares under
the agreement, which were valued at $75,000.
j p^licfe,
tty( [OK
Competitive Environment:

J ^ ^ ' ^ ' i ^ H
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General - The activities of the Company are subject to
market risks which are beyond the control of the Company, such as
fluctuations in capital markets, interest rates, economic
downturns, and world events. While such risks tend to affect all
businesses, they tend to have a greater Impact upon financial or
investment companies than upon manufacturing or operating
companies. Such risks also tend to have a greater impact upon
small companies, such as the Company, than upon larger and more
established companies.
Capital Markets - The Company competes with numerous wellknown and established companies with vastly greater capital
resources, larger research staffs and more extensive marketing
capabilities than those of the Company. The business consulting,
development and venture capital markets are intensely
competitive. The Company may be at a disadvantage with other
companies having larger staffs and greater financial and
operational resources than the Company. There can be no
assurance that the Company will be able to compete successfully.
Personnel * The expansion of the Company's business will
depend in part upon its ability to attract and retain qualified
personnel, particularly personnel experienced in the turnaround,
business development and venture capital markets. In attracting
such personnel, the Company competes with other, more established
companies, including major investment banking houses, which are
often able to offer such personnel substantial compensation
packages. The inability of the Company to attract or retain
qualified personnel could have a material adverse effect on the
Company.
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Cash Compensation:
The following table sets forth information concerning cash
compensation paid or accrued by the Company during the year ended
March 31, 1992, to or for each of the five most highly
compensated executive officers of the Company vhose total cash
compensation exceeded $60,000, and the aggregate cash
compensation of all executive officers of the Company as a group.
Name of Individual
or Number of Persons

In Group
Elaine Melnyk

Capacities in
Which SCTY»3

Cash

Vice President Finance

$64,759

All executive
officers as
a group
(4 persons) (2)

-

C9npgng»tlQn

$75,559 (l)

(1)

Includes compensation to Larry Trusty, the former President
of the Company, for the period April 1, 1991 through June
10, 1991f the date of his resignation.

(2)

Excludes Murray Goldenberg, the President of Contemporary
Resources, Inc., in which the Company acquired a controlling
interest effective March 31, 1992. In conjunction with this
transaction, Mr. Goldenberg received a consulting agreement
for a three year period coasencing April 1, 1992, at
successive base annual compensation of $150,000, $165,000
and $185,000, respectively.

1990 stock Option Plan:
Under the 1990 Stock Option Plan (the "Plan"), the Company
may grant either Incentive or non-qualified stock options to
purchase an aggregate of up to 15,000,000 shares of common stock
to officers, directors, or employees of the Company. For
incentive and non-qualified stock options, the exercise price may
not be less than 100% and 85%, respectively, of the fair market
value of the common stock on the date the option is granted.
Options are generally exercisable in equal annual amounts over a
period of up to ten years beginning one year after the date of
grant. The Plan also provides for the granting of stock
appreciation rights in conjunction with the granting stock
options. The Plan is administered by a committee of the Board of
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Directors. As of Karch 31, 1992, no stock options or stock
appreciation rights have been granted under the Plan. The
Company Intends to present the Plan to its shareholders for
approval at the next annual meeting of shareholders.
Board of Directors:
Officers of the Company receive no additional compensation
for serving as directors of the Company. During the year ended
March 31, 1992, two meetings of the Board of Directors were held,
at which all directors eligible to attend were present. The
Company had no audit, nominating or compensation committees or
committees performing similar functions during the year ended
March 31, 1992.
Compensation Pursuant to Plans:
Effective June 13, 1991, the Company filed a Form S-B
Registration Statement under the Securities Act of 1933 to
register 1,500,000 shares of common stock issuable under the 1990
Stock Option Plan, and 18,500,000 shares issuable as compensation
pursuant to Informal stock plans (the "Form s-8").
The Board of Directors and executive officers meet
periodically to review the progress of the Company and assess the
need and desirability to pay compensation in the form of shares
of common stock registered under the Form S-8. All offleers^
directors, and consultants who provide services ^B^hl^cSa^iiy^
are generally considered eligible-to receive such shares of
common stock.~
For outside consultants, amounts payable in the form of such
shares of common stock are generally valued at the normal cash
value of the services rendered, unless an agreement specifies a
success fee based on other criteria. In those cases, the fee is
generally calculated based on a percentage of certain specific
criteria such as financing obtained or the value of assets
acquired. With respect to compensation of officers, compensation
is generally pursuant to consulting agreements, except that the
Board of Directors may periodically issue additional such shares
as bonuses.
The measurement of benefits is generally determined over a
period not to exceed three months. There are no payment
schedules with respect to such shares;
all shares are issued when
earned and approved. There have been no amendments to the
Company's Informal stock plans during the year ended March 31,
1992, and all amounts earned under suci^pj^^^^
Karch 31, 1992, except for 350,000 shares duf^e^Df^PlnanclIl, i
Inc. as a finder1 s fee related to the CRI transaction, which was
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accrued at March 31, 1992 and paid during April 1992.
Accordingly, the 350,000 shares were considered issued effective
March 31, 1992.
Blaine Melnyk, the Company's Vice President - Finance,
received 15,000 shares of the Company's common stock as a bonus,
which vas valued at the fair market value on the date of issuance
of $.34 per share, or an aggregate of $5,100.
Larry Trusty, the Companyvs former President, received
20,000 shares of the Company's common stock as a bonus, which was
valued at the fair market value on the date of issuance of $.34
per share, or an aggregate of $6,800.
c. D. Financial, Inc. and C. D. Management, Inc. received
compensation in the form of 2,625,000 shares and 750,000 shares,
respectively, of the Company's common stock in exchange for
providing the services of Daniel Lesak, the Company's President
and director, pursuant to separate consulting agreements (see
•ITEM l. BUSINESS - Consulting Agreements" and "Other
Compensation" below).
^ ^

J^^

C. D. Financial. Inc. fCDF-l -Effective April 1, 1991, the'
Company entered into a consulting agreement with CDF for various
financial and merger and acquisitions services for a period of
two years, at a fee of $7,500 per month. The agreement can be
terminated by either party^upon thirty days written
notice. jTl#
monthly fee is payable in shares of the Company f s common stock at
the fair market value^of$*06 per share on April 1, 1991. Daniel
Lezak, the President and Director of the Company, is the general
manager of CDF. Ifir. Lezak has represented to the Company that
neither he nor his immediate family have any direct or indirect
financial interest in CDF or have the power ta vote or dispose of
the shares of the Company's common stock issued to CDF. During
the year ended March 31, 1992, O l t e j a q ^ f ^ l i ^
under this aaraement, which were valuedhafe^ftO^^^^
CDF^eceivil?^!^
and
3507000
shares
«
a
H
n
d
e
^
^
^
r
e
l
S
M
^
fe
the
CRI
acguisition
(see MITEM 1. BUSINESS - Investment in Contemporary Resources,
Inc.*), which were valued at $354,250 and $98,438, respectively,
based on the fair market value of the common stock on the date of
issuance.
C. P. Management. Inc. ("CPU") - Effective Hay 22, 1991, the
Company entered into a consulting agreement with COM for various
financial and mergers and acquisitions services for a period of
three years. The agreement can be terminated by either party
upon thirty days written notice. The CDK agreement required the

^

Other Compensation:

^
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payment of $75,000 and such additional amounts as may be mutually
agreed upon, payable in shares of the Company's common stock at
the fair market value of $.10 per share on Hay 22, 1991. Daniel
Lesak, the President and Director of the Company, is the general
manager of COM. Mr. Le2ak has represented to the Company that
neither he nor his immediate family have any direct or indirect
financial interest in CDH or have the power to vote or dispose of
the shares of the Company1s common stock issued to CDM. During
the year ended March 31, 1992, CON received 750,000 shares under
the agreement, which were valued at $75,000.
An aggregate of 3,410,000 shares of common stock were issued
under such plans during the year ended March 31, 1992, to or on
behalf of all four executive officers as a group.
ITEM 12. SBCOftXTl OWttRflHIP OOP CKJtTAXV BEOTPICIXL OVME&B AMD
MJUAOBMEaT
As used in this section, the term beneficial ownership with
respect to a security is defined by Rule 13d-3 under the
Securities Exchange Act of 1934 as consisting of sole or shared
voting power (including the power to vote or direct the vote)
and/or sole or shared investment power (including the power to
dispose of or direct the disposition of) with respect to a
security through any contract, arrangement, understanding,
relationship or otherwise, subject to community property laws.
As of September 30, 1992, the Company had 200,000,000 shares
of its $,001 par value common stock authorized, of which
51,597,733 shares were issued and outstanding, and 20,000,000
shares of its $.001 par value preferred stock authorised. The
Board of Directors has designated the preferred stock into the
following series and amounts: Series A - 4,000,000 shares; and
Series B - 5,400,000 shares. The common stock is tha only voting
security of the Company issued and outstanding.
Each share of Series A preferred stock is non-voting, and is
convertible at the election of the holder into ten shares of the
Company's common stock at any time after June 30, 1991. Each
share of Series B preferred stock is non-voting, and is
convertible at the election of the holder at the mean between the
bid and ask price as quoted on the NASDAQ System commencing
August 26, 1997; the Series C preferred stock is non-voting and
non-convertible. The bolder of the Series A preferred stock has
the right to elect no less than one-third of the Board of
Directors in the event and for so long as six consecutive
quarterly dividends on the Series A preferred stock remain
unpaid.
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ITEM 13.

OERTAIM SSLXTZ0V8IIP8 AMD RELATED TBAM8ACTI0HI

Forgiveness of Motes Payable:
During September 1991, notes payable of $32,879 to Lezak
Group, Inc., $39,746 to C D. Management, Inc., and $915 to a
former related party were forgiven in order to Improve the
financial condition of the Company and assist it in completing
the Marutaka transaction.
Transactions with Letak Group, Inc.:
Effective April 1, 1991, the Company entered into a
consulting agreement with Letak Group, Inc. (*LGI") for various
financial consulting services for a period of three months, and a
on a month-to-month basis thereafter. LGI received a loan
consulting fee of $20,000, which vas paid by the issuance of
333,333 shares of common stock at the fair market value of $.06
per share.
Effective July 16, 1991, the Company borrowed $400,000 from
LGI under a secured line of credit, with Interest at 12% payable
monthly, and due in full on January 15, 1993. With respect to
this obligation, during the year ended March 31, 1992, the
Company recorded interest expense of $29,266, and at March 31,
1992, accrued interest payable to LGI vas $26,350.
LGI is a public company, of which Daniel Lezak is a founder
and major shareholder. Adele Kaplan, the sister of Sherman
Wazur, is the sole trustee of California Equities Investment
Trust ("CHIT"), an irrevocable family trust, the beneficiaries of
which are Mr. Hazur's minor children. CEIT became the
controlling shareholder of LGI during March 1992.
Investment in Lucky Chance Mining Company, Inc.:
Effective June 30, 1992, First Colonial Ventures, Ltd.
("FCVL") and the Company sold their aggregate 100% equity
interest in Turbo, Inc. for an 80% equity Interest in Lucky
Chance Mining Company, Inc., a publicly-held Arizona corporation
("Lucky"), and Turbo became a wholly-owned subsidiary of Lucky.
Turbo had acquired 100% of the capital stock of Contemporary
Resources, Inc. effective March 31, 1992 (see "ITEM 1. BUSINESS Investment in Contemporary Resources, Inc."). Lucky filed a
voluntary petition for reorganization under Chapter 11 of the
U.S. Bankruptcy Code on August 22, 1989, and operated as debtorin-possession. Lucky confirmed its Second Amended Plan of
Reorganization on June 8, 1992, and the Order Confirming Debtor§s
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Second Amended Plan of Reorganisation was entered by the
Bankruptcy Court on June 17, 1992. In conjunction vith this
transaction, the Company provided $500,000 of additional
financing to Turbo in the form of 2,285,7X5 shares of the
Company's newly-issued restricted common stock at the fair market
value of $.22 per share, and received newly-issued shares of
common stock of Lucky, thus increasing the Company's effective
equity interest in Lucky to approximately 60%.
Daniel Lazak, the Company's President and Director, was
Lucky's President and controlling shareholder from July 1989
through June 30, 1992* Hurray Goldenberg, the President of CRI
and FCVL, was appointed the President of Lucky. Lucky
subsequently changed its name to Turbo, Inc. and its state of
incorporation from Arizona to Nevada.
Overhead Sharing Agreement:
C. D. Financial, Inc. has entered into an overhead sharing
agreement with the Company effective November 1, 1991, which has
been guaranteed by C. D. Management, Inc., to reimburse the
Company for certain office expenses that are required to maintain
the Company's current corporate offices. C. D. Financial, Inc.
paid $255,500 to the Company under this agreement during the year
ended March 31, 1992.
Office Sharing Arrangement:
The Company provides office space, secretarial services and
office overhead without charge to two attorneys who maintain
their offices on the premises of the Company's corporate offices.
These attorneys provide legal services to the Company related to
corporate matters, litigation, and mergers and acquisitions. In
addition, they provide legal services to affiliates of the
Company, and they maintain their own private practice with
unrelated clients. The Company is normally charged approximately
33% of the standard hourly rate for comparable legal services in
the Century City area of Los Angeles, California, and receives
priority response to its legal requirements. In the opinion of
management of the Company, the cost of providing such office
space, secretarial services and office overhead does not exceed
the value of the legal services received.
Sherman Masur:
Effective January 14, 1991, the Company entered into a
consulting agreement with Sherman Masur for various financial and
merger and acquisition services on a month-to-month basis at a
fee of $200 per month. In addition, Mr. Ma2ur is entitled to a
success fee for completed transactions, ranging from 1% to 5%,
payable at bis option in cash or common stock, based on the value
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of assets acquired. ^Mr. Kazur received 5,000,000 shares of the
Company's common stock under this agreement as a result of the
"First Closing11 of the Marutaka transaction, which were valued at
$1,875,000, based on the fair market value of $.375 per share.
Durina April 1991, the Company issued an additional 43,278
shares of its Series A preferred stock to Holmby Capital Partners
in exchange for certain liabilities to affiliated entities
aggregating $26,832, based on the fair market value of the
preferred stock of $.62 per share.

^h-
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TARS BBH> JttRCB 31, 1992, 1991 AID 1990

Loss from Discontinued Operations - The accompanying financial statements included
herein have been restated to present loss from discontinued operations, tfcich were
ccnprlsed of the operations of the concessions in 1992, 1991 and 1990, and the
Bncino, California retail store in 1990. toss on disposal of the concession assets
are shown separately.
Excess of Cost Over Wet Assets of Acquired Businesses - She excess of the cost over
the net assets of acquired businesses i s being amortised on a straight-line basis
over a period of ban years.
AOQOISITIOH
On March 31, 1992, the Company acquired a 51% interest in Contemporary Resources,
Inc. ("CR1") froa Pi rat Colonial Venture*, Ltd. ("FCVL"). The Coapany formed a
subsidiary, Turbo, Inc. ("Turbo"), fox this acquisition and capitaliied Turbo by
issuing 4,838,710 shares of i t s coonon stock to this subsidiary. Turbo issued a
$500,000 note to FCVL for a 51% interest, and FCVL then liquidated i t s amount* due
CRI by assigning the $500,000 note to CM. The 4,838,710 shares of conmon stock are
reflected as escrow stock in ths accompanying financial statements at March 31, 1992.
The consideration related to this acquisition i s based en the net book value of the
51% interest of CRI after adjusting for the settlement with FCVL. The excess of cost
over net assets of acquired business arises from the shares issued for finders fees.
The Coapany has agreed to register the 4,838,710 as soon as reasonably practicable
and If such registration is not forthcoming, CRI and FCVL have the right to rescind
the acquisition for a nominal payaml as of December 31, 1992.
Effective June 30, 1992, FCVL and the Coapany sold their aggregate 100% interest in
Turbo for a 80% interest in Lucky Chance Mining Company, Inc., a publicly-held
Arizona corporation ("Lucky"), and Turbo becone a wholly-owned subsidiary of the
Company. The Coapany thus acquired an effective ownership interest in CRI of 41%.
Lucky filed a voluntary petition for reorganisation under Chapter 11 of the U.S.
Bankruptcy Code on August 22, 1989, and operated as debtor-in-possession. Lucky
confirmed i t s Second Amended Plan of Reorganisation on June 8, 1992, and the Order
Confirming Debtor's Second Amended Plan of Reorganisation was entered by the
Bankruptcy Court on June 17, 1992. In conjunction vith this transaction, the Coapany
provided $500,000 of financing in the form of 2,285,715 shares of the Ccapany's
ccomon stock (restricted), thus increasing the Coapany'a effective ownership interest
in o n to approximately 60%.
Daniel Lexak, the Company's President and Director, was Lucky's President and
controlling shareholder frcn July 1989 through June 30, 1992. Murray Goldenberg, the
President ox CRI, was appointed as President of Lucky. Lucky subsequently changed its
name to Turbo, Inc. and i t s state of incorporation from Arisons to Nevada.
Pro forma zesults of operations, as if CRI was consolidated with the Coapany as of
April 1, 1990 (including CRTs operations for the years ended December 31, 1991 and
September 30, 1990), axe as followsi
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1992

1991

1.5,465,900

L:lf806,000

net loss before discontinued operations

8(1,146,000)

Loss per share before discontinued operations

L

L
L

<•«>

(621,000)
<*«)

LOWS BalAHJg - BMK
CRI had available a 11,000,000 line of credit with i t s bank, based upon i t s eligible
aooounts receivable and inventory. The line of credit was collaterallted by the
assets of CRI and i s guaranteed by PCVL and certain stockholders of PCVL. Interest i s
payable Monthly at 2.5% above the bank'a prims rate. The line of credit expired on
January 31, 1992.
On January 31, 1992, the Federal Deposit Insurance Corporation ("PMC") seised the
bank with which CRI had i t s credit line agreeaent. At the tiae of the seisure, CRI
had an outstanding balance of $1,491,000, which was $491,000 ever i t s credit limit.
Subsequent to the seisure, the IDXC has ceased issuing advances for receivables or
inventory. The FMC has not called the credit line and has indicated i t will allow
CRI tine to find replacement financing. Since CRI was not in compliance with i t s
prior financing agreenent, i t nay have difficulty obtaining new financing (see Note
1).
The Company renewed i t s commercial loan agreenent with a bank on March 9, 1990,
evidenced by a new note in the principal aaount of $135,433, which combined the
unpaid balances of $91,433 and $44,000 borrowed under expired loan and line of credit
agreements. The note bore annual Interest at 1% above the bank's Index rate, which
was 10% as of March 31, 1991. The note was payable in 24 equal monthly installments
of $6,310 through March 1992, and was collateralised primarily by accounts receivable
and video cassette assets. The note was paid in full during August 1991.

paanroKB AMP BpoiBtBff
Furniture and equipment consisted of the following at March 31, 1992 and 1991, as
follows:
1992
Furniture and fixtures
Equipment
Computer software
Leasehold brnxoveoents
Automobiles

$

Lesst accumulated depreciation and amortisation

$

138,747
$

F-13

25,651
60,806
88,151
28,330
8,264
211,262

1991

72,455

493,530
281,113
86,651
28,330
20,947
916,571
642,711

$

267,860

h. JU EH
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YEARS mOB> MfiCB 31, 1992, 1991 AID 1990

IXXOSS TO comcci^rm

As of March 31, 1992 and 1991, total capitalised lease equipment included in
furnishings and equlcnent above was (13,147 and $175,747r respectively. Related
aocumlated mortlxatlcn ues $4,300 and $84,825, respectively.

Operating Leases - The Coqpany occupies space under operating leases and rents of f ioe
furniture and equipment on a Bonth-to-oDnth basis. Total rent expense charged to
operations under nonoanoellable lease agrenents for the years ended March 31, 1992,
1991 and 1990 m a&rcaiaately $185,000, $46,000 and $47,000, respectively.
tte adninn future rental paynenta under the above nonoanoellable leases as of March
31, 1992, are as follows:
1993
1*94
1995
2*6
1997
1996 and theraaf tor

$

t

148,000
73,000
84,000
84,000
84,000
_j3jl000l
606,000

Letters of Credit - OQ hat an agreeaent with a financial institution to provide up
to $1,000,000 in letters of credit to supplier•. ttie letters of credit ere
collataralised by the Inventory acquired from the suppliers, or the receivables
generated by the sale of the products. She financial institution charges a amission
on each letter of credit, plus interest on any outstanding balance at the rate of 2%
above the prime rate. At March 31, 1992, the Company had outstanding letters of
credit totalling $236,000 for open purchase orders.
Consulting agreement* - following is a sumeary of consulting agreementst
Josepthal Lyon t Ross Incorporated ("JUTt - Effective April 1, 1992, the Caspany
entered into an agreement with JIfl for corporate finance consulting and financial
advisory services for a period of five years at a fee of $10,000 per ncnth. Jhe
agreement also provides for various success fees for financing and serger and
acquisition transactions ranging fro* 2% to 5%. The agreeaent can be terminated by
either party on thirty days prior written notice after August 31, 1992. la
conjunction with this agreeaent, the Oaapany issued warrants to purchase 1,000,000
shares of its restricted ccocn stock at an exercise price of $.25 per share, the
fair market value on the date of issuance. The warrants are exercisable for a
—period of five years onswpnHng October 1, 1992.
The <sdl Street Group, Inc. CMC) - Effective June 20, 1991, the Oaapany entered
into an agreeaent with MBS for financial public relations for s period of one year
at a fee of $5,000 per smth. The agreeaent can be terminated by either party on
ninety days written notice. In conjunction with this agreeaent, the Oenpany issued
an option to purchase 256,000 shares of tic Canpany's restricted cannon stock at
$.39 per share, the fair market value on the date of issuance, lhe option has
certain piggyback registration rights. Should the agreement be renewed for
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additional one year periods* the Company will be obligated to issue additional
warrants representing as secy shares as oould be purchased for $100,000* based on
the fair aarket value of the canon stock on the annual renewal date. During the
year ended March 31* 1992* WSG received 147,200 shares as peysent for fees and
expenses of $50,000* and bad prepaid compensation of $12*500 at Much 31, 1992.
M. H. Meverson t Co.* tec. H * y > - Effective June 19* 1991* the ODspany entered
into an agreenent with Mat for investment banking and consul ting services foe a
period of six Months. During the year ended March 31* 1992* M9t was issued 100*000
shares of cannon stock at the fair aarket value of $.125 per share (total value of
$12,500) in consideration for services rendered. MBf was also granted stock
options to pur eh ass 1*000*000 shares of the Cospany'a restricted ocsnon stock at
an exercise price of $.25 per share, the fair aarket value on the date of
issuance. The options and underlying shares have certain piggyback registration
rights cassencing Decanter 19, 1992, and for an eighteen Month period thereafter.
On March 30, 1992, the agreaaeal was extended for a period of two years from such
date* and the Company issued to MBM warrants to purchase 500,000 shires of the
Ocnpany's restricted ocmson stock at an exercise price of $.25 per share* the fair
aerxet value on the date of issuance.
Boulder 91 Corp./Jeffrey Hattenberq ("Boulder/JT) - Effective August 25* 1992*
the Oaapany entered into an agreeueut with Bcuider^FM for investaent banking and
financial services for a period of five years. Boulder/]* was granted three ocsnon
stock purchase warrants* each warrant entitling the holder to purchase 1,000,000
shares of canon stock* exercisable coanencing one year, two years* and three
years* respectively, f roa August 25* 1992. In addition* the Ooapany i s obligated
to i s s u e Boulder/JW up to an additional 1*000*000 shares based on certain
perfcrnance criteria. During August 1992* Boulder/JW was issued 500*000 shares as
a finders fee related to the Gcapany's Investaent in CRI, which were valued at
$140,625, based on the fair aarket value of the cosnon stock on March 31* 1992.
Lexak Croup, Inc. ("161*1 - Sffectlve April 1* 1991* the Ooapany entered into a
consulting agreement with LGI for various financial consulting services for a
period of three souths* and on a aonthrto-iBonth basis thereafter. LGI received a
loan consulting fee of $20*000* which was paid by the issuance of 333,133 shares
of ccanon stock at the fair aarket value of $.06 per share.
Effective July 16* 1991, LGX loaned the Cospany $400,000 under a secured line of
credit* with interest at 12% payable aonthly, and due in full on January 15, 1993.
LGI is a public ccopany, of which Daniel Lesak is a founder and aajor shareholder.
Adele Kaplan* the sister of Sheraan Masur* i s the sole trustee of California
Equities Investaent Trust ("CETT)* an irrevocable family trust* the beneficiaries
of which are Mr. Masur's minor children. CBXT becene the controlling shareholder
of LGI during March 1992.
Sherman Masur - Effective January 14* 1991* the Ooapany entered into a consulting
agreenent with 6heraan Maxur for various financial and merger and acquisition
services on a aonth-to-aonth basis at a fee of $200 per month. In addition* Mr.
Masur i s entitled to a success fee for completed transactions* ranging from 1% to
5%* payable at his option in cash or common stock* based on the value of assets
acquired. Mr. Macur received 5,000*000 shares of the Company's common stock
related to the "First dosing" of the MaruUka transaction (Note 10), which were
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C. D. Management, Inc. CO*") - Effective Hay 22, 1991, the Company entered into
a consulting agreement with CEH tor various financial and mergers and acquisitions
services for a period of three years. The agreaaent can be terminated by either
party upon thirty days written notice. Ihe CM agreement required the payment of
$75,000 and such additional anoints as may be mutually agreed upon, payable In
shares of the Company's ocmnon stock at the fair market value of $.10 per share on
Kay 22, 1991. Daniel Lesak, the President and Director of the Company, i s the
general manager of GEM. During the year ended March 31, 1992, CDK received 750,000
shares under the agrssnent, which were valued at $75,000.
C. D. financial, Inc. t^CDF")- Effective April 1, 1991, the Company entered into
a consulting agri»iml. with CDT for various financial and merger and acquisitions
services for a period of two years, at a fee of $7,500 per month. Ihe agreement
can be terminated by either party upon thirty days written notice, ihe monthly fee
is payable in shares of the Company's common stock at the fair market value of
$.05 per ahare on April 1, 1991. Daniel Lesak, the President and Director of the
Company, ia the general manager of CDT. During the year ended March 31, 1991, CDF
received 1,500,000 share* under this agreement, and an additional 1,125,000 shares
as bonuses for services rendered, including 350,000 shares as a finder's fee
related to the CRI acquisition, which ware valued at $452,668, based on the fair
market value of the ccanon stock on the date of issuance.
Litigation - The Company has settled various judgnrnts or provided adequate amounts
for probable losses related to judgment* or eetUeaenta entered into during and for
the year ended March 31, 1992.
In addition, the Company ia Involved with other legal matters as follows:
Grand Onion Litigation - On Ibveaber 8, 1989, the Company filed a conplaint in the
U.S. District Court, Central Dlatrict of California, against the Grand Union
Company ("Grand Onion"). The complaint alleges that the Company and Grand Union
entered into a license agreaaent and asset purchase agreement on October 13, 1969,
and that Grand Union failed to perform in accordance with these agreements. The
Company i s seeking $20,000,000 in compensatory damages. The Grand Union Company
filed an answer to the complaint denying all allegations. The court dismissed the
Company'a ccsplaint on November 6, 1990s such dismissal was set aside on appeal of
the Company on February U , 1991. On October 19, 1992, the Company and Grand Union
entered into a Mutual Release and Settlement Agreement under which neither party
admitted liability, and under which the Company received a payment, net of legal
cot a, of approximately $250,000. A Stipulation of Dismissal with prejudice was
signed by the Company and Grand Union.
-David ftaer Litigation - By Onanisms Written Consent effective January 22, 1991,
the Board of Directors purported to approve the issuance of common stock as
compensation for services to directors and certain consultant*. Subsequently, in
June 1991, David Eroer, a director of the Company, instructed the transfer agent
on the basis of the Unanimous Written Consent to issue to bin 3,500,000 shares of
the Company's registered common stock for purported services as a director and
consultant to the Company. The issuance of these shares was recorded at the fair
market value of $.03 per share, and resulted in a charge to general and
administrative expenses of $105,000 in the year ended March 31, 1991.
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Aa of March 31, 1992, the Company has net operating losaee for both financial
reporting purposes and federal inccne tax purposes of approximately (3,200,000
expiring principally through the year 2006.
Loss carryforwards of its newly acquired subsidiary are not Materiel, because that
entity was included in the consolidated statements of its focser parents, and current
tax regulations severely limit the utilisation of loss carryforwards when there i s a
change in ownership.
CAPITAL STOCK
During the years ended March 31, 1992 and 1991, the Oospany issued 3,375,000 and
4,750,000 shares of ccanon stock, respectively, to the directors of the Oospany as
compensation for their services as directors and consultants to the Company* In
addition, during the years ended March 31, 1992 and 1991, the Conpany issued
5,689,333 and 2,000,000 shares of common stock, respectively, to outside consultants
aid 46,200 and 400,000 shares of canon stock, respectively, to outside attorneys i s
consideration for servioes provided to the Ccopany. The above transactions resulted
in a charge to general and adainiatrative expenses during the years ended March 31,
1992 and 1991, of $2,640,995 and $233,736, respectively.
During 1987, the Conpany issued 500,000 shares of ooeaon stock to an individual in
exchange for a promissory note in the amount of $25,000. In September 1990, the note
had a balance of $32,475 including accrued but unpaid interest and was due and
payable. In March 1991, as payment was sot forthcoming, the 500,000 snares were
redeemed in settlement of the balance due.
During the year ended March 31, 1990, the Board of Directors authorised the
designation of 4,000,000 shares of Series A Preferred Stock. Solders of this class of
preferred stock are entitled to receive cumulative dividends, payable Quarterly, at
the rate of 14% per annum and may at their option convert their preferred shares into
shares of ocamon stock at any time after June 30, 1991, at the rate of ten shares of
ccsoon stock for each share of preferred stock. The Company may, at i t s option, issue
additional shares of cannon stock to satisfy cumulative but unpaid dividends. This
class of preferred stock generally carries no voting rights and is redeemable at the
option of the Company at any tine at a redemption price of $.29 per share plus
emulative dividends accrued and unpaid.
The Company had two notes payable to i t s then controlling shareholder, Can! Video,
Inc., for $400,000 and $277,300. These notes were due on demand and bore interest at
12% per annum. On September 30, 1989, the principal of the notes was canceled in
exchange for 2,335,517 shares of Series A Preferred Stock converted at a rate of
$0.29 per share. The outstanding shares of preferred stock bear a cumulative dividend
of 14% per annum, which was equivalent to $47,281 as of March 31, 1990. Gttni Video,
Inc., made further advances aggregating $49,232 during the year ended March 31, 1990,
excluding aggregate accrued interest of $15,862. These unpaid amountt, along with
obligations aggregating $27,667 for overhead and rent expenses accrued to other
affiliates, were canceled effective March 31, 1990, by the conversion into 482,903
additional shares of Series A Preferred Stock.
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Accrued dividends on Series A preferred Stock totalled $109,041 and $114,428 for the
years ended March 31, 1992 and 1991, respectively. On March 31, 1992 and 1991.
additional shares of Series A preferred Stock total Una 43,278 and 184,561 shares,
respectively, were Issued in satisfaction of the unpaid dividends at the rate of
$2.81 and $0.62 per share, respectively.
0a March 31, 1991, 369,513 shares of Series A Preferred Stock were redeemed in
settlement of the then outstanding balance of $223,518 on the note receivable fron an
affiliate.
During April 1991, the Company issued an additional 43,278 shares of its Series A
preferred stock to Bolaby Capital Partners, an entity controlled by individuals
related to Shersan Masur. in exchange for certain liabilities to affiliated entities
aggregating $26,832, based on the fair Market value of the preferred stock of $.62
per shire.
The Company's Board of Directors hss the authority, without action by the
shareholders, to issue all or any portion of the remaining authorised hat unissued
preferred stock in one or acre series, and to deteralae the voting rights,
preferences as to dividends, redemption and liquidation, conversion rights, and other
rights of such series, which say carry eights superior to those of the ooason stock.
BBAHP PAHTT TBAMSACPIOsB
Overhead Sharing - Proa February 2989 to Juna 20, 1990, the Company shared corporate
office space and secretarial services with an a f f i l i a t e under a tonth-to-ecnth
auhlease areangesent with the affiliate. The fair market value of the shared office
space was charged to the Qcapany based upon the amount of space ocoyled until March
31, 1990. The rent was $5,000 per sooth for the year ended March 31, 1990 and
approxiaately $51,000 was charged to rent expense under this arrangement.
C. D. Financial, Inc. hss entered into an overhead sharing agreement with the Company
effective November 1, 1991, which has been guaranteed by C. D. Manageaent, Inc. to
reimburse the Ccnpany for certain office expenses that are required to saints in the
Company's current corporate offices. C. D. financial, Inc. paid $255,500 to the
Company under this agteeaent during the year ended March 31, 1992.
The Company provides office space, secretarial services and office overhead without
charge to two attorneys who Maintain their offices on the preaises of the Coapany's
corporate offices, these attorneys provide legal services to the Oonpany related to
corporate matters, litigation and mergers and acquisitions. In addition, they provide
legal services to a f f i l i a t e s of the Company, and they maintain their own private
practice with unrelated clients. The Company i s normally charged approximately 33% of
the standard hourly rate for comparable legal services in the Century City area of
Los Angeles, California, and receives priority response to i t s legal requirements, m
the opinion of manageaent of the Oonpany, the cost of providing such office space,
secretarial services and office overhead does not exceed the value of the legal
services received.
forgiveness of notes Ptvablc - During Septeaber 1991, notea payable of $32,879 to
Lesak Group, Inc., $39,746 to C. D. Management, Inc., and $915 to a former related
party were forgiven in order to improve the financial condition of the Company and
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assist It in completing the Narutaka transact Inn,
Leaak Groupt tec, (*U51m} - Effective April 1, 1991, the Company entered into a
conaulting agractnt with LSI for various financial consulting services fox a period
of three months, and on a sontb-to-month basis thereafter. LCI received a loan
consulting fee of $20,000, which was paid by the issuance of 333,333 shares of cossorj
stock at the fair sarket value of $.06 pet share.
Effective July 16, 1991, LSI loaned the Company $400,000 under a secured line of
credit, with interest at 12% payable monthly, and due in full on January 15, 1993.
During the year ended March 31, 1992, the Company recorded interest expense of
$29,266. At March 31, 1992, accrued interest payable to wa was $26,349.
LSI i s a public ccqpany, of which Daniel lassie is a founder and major shareholder.
Adele Kaplan, the sister of Sherman Kasur, is the sole trustee of California Byiities
Investment Trust ("CBTP"), an irrevocable family trust* the beneficiaries of which
aze Mr. Masur's minor children. COT became the controlling shareholder of I d during
March 1992.
Mote Receivable from Affiliate - In August 1999, the Company opened a leased retail
"superstore" located in Encino, California, which stocked prerecorded video cassettes
and entertainment related items for rental and sale, The Company operated the store
until March 30, 1990, at which ties the retail operation was sold to an affiliate.
The affiliate purchased a l l of the Company's assets held in the retail store and
asaimnil all related liabilities in exchange for a note having a principal amount
equal to the net book value of such assets and liabilities, which was determined to
be $468,026 as of March 30, 1990. The note was non-recourse and was receivable
quarterly in interest-only installments at 14% par annum with the principal and a l l
unpaid interest due on April 1, 1993. The note was collsbtrallsed by a pledge of all
of the shares of Series A Preferred Stock held by another affiliated entity.
On November 1, 1990, the Company entered into an agreement to repurchase certain of
the assets, including video cassette rental tapes and video shelving, of t h i s
superstore for a $308,761 reduction of the related note receivable. The remainder of
the note receivable was settled on March 30, 1991 through the redemption of 360,513
shares of 6eries A Preferred Stock which ware valued at $0.62 per share (see Note 7 ) .
The above settlement of the note receivable resulted in a charge to operations of
approximately $44,300 in 1991.
The accompanying financial •tatements lncl»6> the Company's results of operating the
superstore during the year ended March 31, 1990 which are sunsariaed below:
Gross revenues
Operating costs
Loss from operations

$

312,069
1,089,342

$ (777,273)

In connection with the operation of the superstore during the year ended March 31,
1990, approxijgately $255,000 in rent for the retail space was paid to an affiliate.
During the years ended March 31, 1991 and 1990, the Company incurred related party
interest expense of $6,700 and $7,600, respectively.
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On August 2, 1991, the Company entered into an Amendment to the Stock Purchaae
Agreement (the 'Agreement") with Hajiae Made ("Seller") and Marutaka Co., Ltd.
("Marutaka"), to the Stock Purchase Agreement dated June 27, 1991. The Agreeaent
contemplated that the Company would acquire 100% of the capital atock of Marutaka in
exchange for 5,000,000 shares of the Company's common atock and aharea of the
Company's Series B preferred atock such that upon conversion, the Seller would own
52% of the issued and outstanding ocavon stock of the Company, after giving effect to
the exercise of a l l stock options sod warrants outstanding, the conversion of the
Series A preferred stock, and the aforementioned 5,000,000 aharea of ocaaon atock.
The Series B preferred stock had the right to elect a Majority of the board of
directors, and had certain toting rights and conversion privileges. Pursuant to the
Agrsenent, at the "First Closing" in September 1991, the 5,000,000 aharea of coaacn
stock were issued into an escrow account. Marutaka i s principally engaged in the
leisure, entertaiment and real estate industries in Japan.
In nay 1992, the Seller and Marutaka unilaterally terminated the Agreeaent with the
Company. K&nagenent of the Company i s currently reviewing and analysing i t s options
with regard to protecting and enforcing i t s rights under the Agreeaent, which aay
include litigation against Marutaka and the Seller. The Series B preferred atock was
never issued.
1990 STOCK OPTIOB FLAB
Under the 1990 Stock Option Plan (the -Plan"), the Company aay grant either incentive
or non-qualified atock options to purchase an aggregate of up to 15,000,000 shares of
ccanon atock to officers, directors, or employees of the Company. For incentive and
non-qualified stock options, the exercise price way not be less than 100% and 85%,
respectively, of the fair amrket valut of the ocaaon stock on the date the option i s
granted. Options are generally exercisable in equal annual amounts over a period of
up to ten years beginning one year after the date of grant. The Plan also provided
for the granting of stock appreciation rights In conjunction with the granting stock
options. The Plan is adainiatered by a committee of the Board of Directors. As of
March 31, 1992, no stock options or stock appreciation rights have been granted under
the Plan. The Company intends to present the Plan to its shareholders for approval at
the next annual meeting of stakeholders.
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